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CIO believes the bull market is intact and stocks will likely rise further over the next year. (UBS)

CIO recommends that investors
maintain a full strategic
allocation to US stocks

13 May 2025, 3:34 pm EDT, written by US Editorial Team UBS Editorial Team

With the recent rally following the reduction in trade-related fears (the S&P 500 has rallied 11% since 10 April),
the index is now trading above the levels prevailing on 2 April when President Trump imposed “Liberation
Day"” tariffs. In our view, the risk-reward in equities is now more balanced.

While the 90-day cooling-off period has provided a reprieve, uncertainty is still high, and investors will soon likely begin to
focus on whether this temporary fix can evolve into a lasting agreement. The constructive tone from both sides suggests
a willingness to negotiate further, but challenges in forging a durable deal could lead to bouts of volatility.

As a result, we downgraded US equities to Neutral from Attractive, having taken advantage of the opportunity presented
by what we considered to be excessive investor pessimism. It is important to note that this is not a bearish view, nor a call
to sell equities, and we recommend that investors maintain a full strategic allocation to US stocks. Over a 12-month time
horizon, we believe that equities will be higher than current levels.

We maintain our US sector preferences, with an Attractive rating on communications services, information technology,
health care, and utilities. With respect to health care, we think the recent sell-off in pharma on concerns over tariffs and
drug pricing is overdone at current valuations, particularly given the legal challenges that Trump’s intended actions will
likely face. The rest of the health care sector is not affected by the drug pricing executive order, and tariff exposure is
manageable, in our view.



;a ; UB S For UBS Marketing purposes

The pace and scale of tariff reductions agreed in this initial round have exceeded market expectations going in. If these
lower tariff levels are sustained or reduced further, we could see upside risk to our full-year MSCI China earnings growth
forecast (currently +5.5%). We think high-beta sectors, particularly our preferred technology names, are likely to continue
outperforming. Within Chinese equities, we continue to favor growth and tech stocks and suggest investors consider
tilting exposure toward select internet and China EV leaders.

Looking beyond the 90-day pause, the durability of this rally will depend on two key factors: whether US-China negotiators
can turn this into a lasting trade agreement, and how Beijing proceeds with anticipated stimulus now that external risks
appear to be easing.

More broadly, for investors who were underinvested going into this year’s sell-off and/or are willing to take on near-term
risk for likely long-term reward, we recommend:

« Phase into stocks. Phasing into the market can be an effective way to position for medium- and longer-term upside
while managing timing risks and uncertainty over the coming months. Capital preservation strategies can be another
way to manage near-term downside risks.

» Transformational Innovation Opportunities (TRIOs). \We maintain strong conviction in the long-term potential
of our TRIO themes, including Artificial intelligence, Power and resources, and Longevity. The latter theme is an
opportunity for investors with a longer investment horizon looking to reap the rewards of advances in human
health. If Trump succeeds in capping some prescription drug prices, this could have a short-term impact on some
of the pharma stocks within this theme, but we believe the structural drivers remain intact as lifespans extend and
the elderly population grows. Also, in this event, we think the Chinese pharma sector could stand to benefit from
pressure on international producers to cut production and R&D costs.

» Seek sell-off opportunities. \We believe recent volatility has created select attractive opportunities at a single-stock
and individual-market level, with various companies with good longer-term prospects now trading at more attractive
valuations than at prior highs. In the US, we highlight 20 US companies across a range of sectors that are higher
quality, have solid business models, and offer, in our view, good longer-term value (see “Sell-off opportunities” —
Global,” published on 17 April 2025). In Europe, our “Six ways to invest in Europe” list focuses on defensive stocks
that we believe can benefit from increased market volatility, as well as from likely higher European defense spending
and fiscal stimulus.

« Sell dollar rallies. On Monday, the dollar rallied, with EURUSD dropping by 1.4% to 1.11. With EURUSD having
risen from 1.02 to as high as 1.14 this year, we expected a consolidation in the dollar’s value, and we anticipated
that any trade deals were likely to be supportive. However, over the medium term, we anticipate renewed dollar
weakness as the US economy slows and focus shifts to the US's large deficits. We prefer using periods of near-term
dollar strength as an opportunity to reduce USD allocations in favor of currencies such as the yen, euro, pound, and
Australian dollar.

Original report - US equities rally on US-China love: Downgrading US to Neutral, 13 May 2025.
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Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
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Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.
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